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CHAIR BAISA: .. .(gavel). .. Will the meeting of the Planning Committee of the Maui County
Council come to order. It is just about seven minutes after 9:00 in the morning. And we
are here today to discuss a very, very important subject. Let’s note that there is a quorum
present. And I would like to ask anyone who is in the audience today or with us, if you
have a cell phone, or a pager, or any kind of thing that makes noise, if you could please
put it in the silent mode. We’d really appreciate it, so we will not have any interruptions
in our proceedings today. We have a lot to talk about.

I’d like to make some introductions this morning. I’d like to introduce the Vice-Chair of
the Planning Committee, Jo Anne Johnson.

VICE-CHAIR JOHNSON: Aloha.

CHAIR BAISA: Good morning, Jo Anne.

VICE-CHAIR JOHNSON: Good morning.

CHAIR BAISA: Our Council Chair who is a voting Member of the Committee, Riki Hokama.
COUNCILMEMBER HOKAMA: Good morning.

CHAIR BAISA: Good morning. Another voting Member of our Committee, Bill Kauakea
Medeiros.

COUNCILMEMBER MEDEIROS: Aloha and good morning, Madam Chair.

CHAIR BAISA: Good morning, Bill. Thank you. And another voting Member of the
Committee, Mike Molina.

COUNCILMEMBER MOLINA: Good morning, Madam Chair.
CHAIR BAISA: Good morning, and I’d like to thank my Committee members for being here
bright and early. We also have some non-voting Committee members here with us today.

And I’d like to introduce Council Vice-Chair Danny Mateo.

COUNCILMEMBER MATEOQO: Good morning, Chair.
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CHAIR BAISA: Thank you. I'd also like to introduce you to Joe Pontanilla.
COUNCILMEMBER PONTANILLA: Good morning.

CHAIR BAISA: Good morning and thank you for being here. And also non-voting Member of
the Committee, Mike Victorino.

COUNCILMEMBER VICTORINO: Good morning, Madam Chair.

CHAIR BAISA: Good morning, and I want to compliment you on your pink shirt.
COUNCILMEMBER VICTORINO: Thank you, Madam Chair.

CHAIR BAISA: Thank you very much.

COUNCILMEMBER VICTORINO: 1t’s in honor of you.

CHAIR BAISA: 1 was hoping that was the reason. I'd also like to introduce you to our
Department of Corporation Counsel representative, Michael Hopper, Deputy Corporation
Counsel. Good morning, Mike. And also I understand listening is our Planning Director,
and watching us on television, our Planning Director Jeff Hunt who I excused from being
here today, but I know he’s watching us. I’d like to introduce you to Deidre Tegarden,
our Economic Development Coordinator. Deidre is here. Stand up, Deidre. Give us a
wave. Thank you for coming. And I also understand that Don Medeiros, our
Transportation Director will be joining us shortly. Don is not here yet. He’s probably
trying to figure out how to pay the gas bill. Our Committee Staff is also here. We have
David Raatz, our Legislative Attorney. Good morning, David. And we have Clarita
Balala, who is our Committee Secretary. Thank you, Clarita.

Public testimony will be accepted starting in a few moments. Those wishing to testify
should sign up with the Committee Staff. Testimony will be limited to three minutes and
testifiers are requested to state their name for the record and indicate who they are
representing particularly if it’s somebody other than themselves.

ITEM NO. 48 ESCALATING GASOLINE PRICES AND DEPENDENCE ON OIL
(C.C. No. 08-141)

CHAIR BAISA: Members, we have one item on our agenda today. That is PC-48, escalating
gas prices and dependence on oil. We have before us two resolutions that were
introduced by Councilmember Michael Molina, and I would like to thank Member
Molina for introducing those resolutions. And I also want to explain a little bit about
why we’re doing this today. There has been some comments about why is the Council
doing this when we have a lot to do.
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The Chair felt, when I received Member Molina’s resolutions, that it was very important
that we convene a meeting to discuss this subject, because everyone is talking about it,
and it’s on everyone’s mind. And if it isn’t, you probably are not aware of what is
happening to you when you go to the grocery store and have to pay more money, or try to
get on a flight to Oahu to visit friends and find out that it’s going to cost you two or three
times as much as it did a few months ago.

So I thought that it was really important that we convene the people in our community,
and I mean in the large community, who understand why things are the way they are and
hopefully we could also talk about some of the possible solutions. We realize that the
County is a bit player in this situation and that probably those with the most authority are
the Federal and State governments, but this is where government begins. It begins in our
community, with our people, and with our County Council, which can take the initiative
to influence higher branches of government. I also thought it was important because I
myself drive up to the pump and can no longer believe that with a small car it costs me
about $55 to fill up my tank, which I do every probably five days because I live
Upcountry. I’'m also aware that this is having a devastating effect on our families who
are on small incomes who are having to give up food at the grocery store, which is also
costing them more, in order to pay their electricity bills and their gas bills so they can get
to and from work.

So I think this is a matter that affects everyone, and it’s a matter that deserves attention,
and I want to thank the Council members and Council Chair for allowing us to have a
special meeting on a Thursday. This is above our normal Planning Committee schedule.
We normally do not meet on Thursdays. Members usually have some time to meet with
constituents and do other things. So I’m very pleased that so many of the Members are
here today, and I want to thank them also for giving up their time to come, and I want to
thank the panelists who came to meet with us today.

Our first resolution is entitled “URGING THE UNITED STATES TO TAKE
IMMEDIATE ACTION TO EASE THE BURDEN OF ESCALATING GASOLINE
PRICES ON CONSUMERS AND REDUCING OUR DEPENDENCE ON OIL.” The
purpose of the resolution is to request the President of the United States and Congress to
seek solutions to soaring gasoline prices and to pursue initiatives to reduce the nation’s
consumption of oil estimated at 21 million barrels per day. I heard this morning on the
news that the price is at $125 a barrel today.

The second resolution is entitled “URGING THE STATE OF HAWAII TO TAKE
IMMEDIATE ACTION TO REDUCE OUR DEPENDENCE ON OIL.” The purpose of
this resolution is to urge the State of Hawaii to consider members, I’m sorry, measures
that will reduce the State’s dependence on oil. I really want to commend Councilmember
Molina for bringing these up. 1 believe they are very timely and very worthy of our
consideration.
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Maui County has some of the highest gas prices in the nation, and they have obviously
been increasing at a rapid rate over the last several weeks and months. In addition,
Hawaii is the most oil dependent State in the nation. Before we deliberate on these
resolutions I believe the Committee needs to consider some pertinent issues and get more
information. I have convened two panels of experts to provide us with some guidance.
For each panel, I would like to allow each panelist the opportunity to provide a brief
opening statement. Then I’d like to open up the floor for questions and dialogue among
the Council members and the panelists.

Before I introduce our first panel we will accept public testimony. Without objection, the
Committee will now accept public testimony.

COUNCIL MEMBERS: No objections.

CHAIR BAISA: Thank you very much, Members. And we have a few testifiers that are going
to testify this morning. Our first testifier will be Michael Angelo Leone, and he’ll be
followed by Lance Holter. Good morning.

...BEGIN PUBLIC TESTIMONY. . .
MR. LEONE: Good morning.
CHAIR BAISA: Good morning and thank you for coming.

MR. LEONE: Thank you. My name is Michael Angelo Leone. I have a couple of companies.
One of my companies is Hawaii Architectural and another company is Hi Wind Power.
And I passed out some pamphlets. I don’t know if any of you guys have those. They’re
here. As an architectural designer I’ve been requested to do a 50-lot subdivision by a
developer that would be completely independent of utility needs. There’s a list on here of
14 different things that we would like to implement in those subdivisions; wind turbines
on each of the roofs of the buildings, solar hot water, and electrical geothermal air
conditioning; hydrogen makers in the garages to fuel their hydrogen cars; reclaiming all
of their sewer water, about 90 percent can be reclaimed with the right systems; ultraviolet
treating. There’s some new building technologies that we’re going to be implementing.

The developer asked me why should I do this. I said, because it’s the right thing to do.
And he goes, no, if I go to Washington, there’s a reason to do it. You know, in
Washington State, in Seattle, Oregon, in New Jersey there’s lots of incentives for these
developers to make these moves. In fact, there’s a lot of places where it’s been mandated
that they have to do these things, they have to make an effort. There’s at least a
minimum requirement, and they reward them for making those efforts.

I’ve been unable to get any kind of clear definition from our building departments, our
zoning departments. Why should we do affordable housing? Why should we be doing
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totally green subdivisions? You know, the time is now. If we have a hydrogen maker in
every single one of these peoples homes...they have, they’re like appliances. They’re
UL listed. They’re like a refrigerator. You just plug them into to your wind generator,
and your solar system. It makes hydrogen. You fill your hydrogen car, and you drive out
the door.

It’s, it’s a possibility now. Many years ago it wasn’t. The rate of payoff was very short.
Now, we’re looking at a time where the products are available, they’re affordable, they’re
being funded by different countries. It can happen. I just petition that we, you know,
make the effort. We’re out here in the middle of the ocean. We’re isolated. If oil goes
up, man, we’re in big trouble out here. And it, we have the wind power, we have the sun
power, and we have the ability to make this happen, but we need to make it available by
incentives and that can only happen through here. So I appreciate the time to talk to you
guys. Thank you.

CHAIR BAISA: Thank you very much, Mr. Leone. Members, questions for our testifier?
Member Johnson.

VICE-CHAIR JOHNSON: Yes, thank you very much for being here and offering your
testimony. I read your information, and you mentioned during your testimony that these
systems, I guess, or something similar to that, it has been implemented in other areas on
the mainland.

MR. LEONE: Yeah.

VICE-CHAIR JOHNSON: You know, because you also mentioned that, what is the reason for
doing all these things, whether in, in your brochure here, green building or affordable
housing. What incentives have these jurisdictions that do have this type of power, are
there things that you can supply us with that are legislative initiatives that have been
implemented to provide that basis as an incentive?

MR. LEONE: Yeah, I could actually print out or e-mail to you guys copies of all the different
areas and what they’ve done which is very good examples of what was actually passed.
A lot of those incentives have to do with just expediting permits, discounts on different
service fees, assistance in many different areas. You know, the cost of development is
very high and if somebody comes in and does something like this, they’re going to spend
a little extra money, and they’re going to have to pass that on to the new owners of these
homes, buildings, commercial facilities, wherever we can put these, these utilities in
place. And if we have a way of softening that below, it can be passed on and make this a
possibility. You know, we don’t want to make the home unaffordable again.

It’s, it’s...the cost to build and the cost of land in Hawaii is high as it is already, but
because the gas prices have gone up, our electric bills, our propane gas, our gasoline.
Those are all going to go through the roof, and I don’t really see, you know, I mean sure
there’s a lot of talk about drilling our oil, but that’s just going to, you know, what about
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the greenhouse effect, you know? 1 mean there’s, there’s some other things to think
about.

VICE-CHAIR JOHNSON: 1, I really appreciate that, and I look forward to receiving that
information. And the other thing that would be helpful if there, the data exists, would be
the cost benefit analysis where sometimes green buildings are more expensive to build,
but over time if it can be shown that the monthly operating costs or the monthly carrying
charges are actually, you know, not as great over time.

MR. LEONE: Right.
VICE-CHAIR JOHNSON: So anything that you could give us would be much appreciated.

MR. LEONE: Yeah. Yeah, and the, this 50-lot subdivision that I’'m trying to design right now
we’ve implemented some really state-of-the-art building technologies that were designed
to offset the costs of all these green renewable power sources, therefore, making the

home cost exactly the same as the one right next door that’s running strictly off of
MECO.

VICE-CHAIR JOHNSON: Well, I, I look forward to receiving that, and I thank you for your
testimony.

MR. LEONE: Yeah. Yeah.
CHAIR BAISA: Any additional questions for the testifier? Member Medeiros.

COUNCILMEMBER MEDEIROS: Mahalo, Madam Chair, and Mr. Leone, thank you for being
here and for your testimony. I wanted to ask you in your research and experience on this
renewable energy resources for the home how affordable is it to the homeowner if it’s not
already incorporated with the building? If they’re going to put it after the fact, they have
a home already.

MR. LEONE.: After the fact, yeah.
COUNCILMEMBER MEDEIROS: What kind of affordability is available for them?

MR. LEONE: Yeah, I mean, you know, anytime you get into a remodel you have to deal with
tearing something apart that’s been finished and that’s always a big problem. But the
rate...return on investment timelines five, six years ago they were set up to where it was,
like, seven, eight years, and then by then the warranties were wearing out on these solar
panels, and wind generators, and different things. But now they’ve got the price down
pretty reasonable where we can get return on investment in two to three years, having a
five-year warranty period, making it possible for somebody to get a leasing agreement, or
a mortgage and have that thing paid off before the warranty wears out, and therefore,
they’re in the green making the product actually profitable.
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COUNCILMEMBER MEDEIROS: Isee. And if you have any research or information on this I
think the Committee would appreciate it. Because for homeowners in Hawaii and in
Maui County, to come up with the initial capital to install these systems is a concern, and
they need to know what kind of investment they have to make in order to get started. So
if you can provide this Committee with some information more specific to costs --

MR. LEONE: Yeah.

COUNCILMEMBER MEDEIROS: --I think we would appreciate that information.

MR. LEONE: Yeah, I’d love to present to you like a proposed package that I'm working on now
taking one home, breaking down the costs. A lot of the manufacturers have been funded
by governments, and they’re offering programs that. ..

COUNCILMEMBER HOKAMA: Point of order, Madam Chair.

CHAIR BAISA: Yes.

COUNCILMEMBER HOKAMA: We’re not talking about affordability or pricing of houses
today.

MR. LEONE: Yeah.

COUNCILMEMBER HOKAMA: We have a specific agenda item.

MR. LEONE: Yeah.

COUNCILMEMBER HOKAMA: I wish we would stick to it please.

CHAIR BAISA: Thank you, Chair.

MR. LEONE: Well, in short, I will get you some information directly if you’d like.

COUNCILMEMBER MEDEIROS: Okay. Thank you, Mr. Leone, for your testimony and for
being here. Mahalo, Madam Chair.

CHAIR BAISA: Mr. Pontanilla, any questions?

COUNCILMEMBER PONTANILLA: Basically, my questions was more in the line of Member
Medeiros, but I’ll get together with Mr. Leone in regards to several of the things that he
provided on his handout. You know, I, I do represent a non-profit organization and part
of our problem is trying to reduce our electrical costs. And one of the things that
Mr. Leone explained is that when we did the analysis, this was last year, the rate of, on
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the investment was more like ten years. And if we can have something like three years,
you know, something that we can take a look at. So thank you.

CHAIR BAISA: Mr. Leone, thank you very much, and we will await any materials that you can
share with the Committee. We’d appreciate it.

MR. LEONE: And the Councilman that had the objection about going off topic what was his
name?

CHAIR BAISA: I’'m sorry, sir, but we don’t. ..

COUNCILMEMBER HOKAMA: Hokama.

MR. LEONE: Oh, okay. I wanted to, I wanted to address his concern, because. ..
CHAIR BAISA: I, I would prefer that we just move on.

MR. LEONE: Oh, okay. Thank you.

CHAIR BAISA: Yeah, you can speak with him on, on a break. Thank you very much. Okay.
Our next testifier is Lance Holter, and Mr. Holter will be followed by Sandy Baz. Good
morning, Mr. Holter.

MR. HOLTER: Good morning, and I want to thank you for your awareness of what our energy
problems are, and also Councilman Molina. It’s the, the effort to end the speculation in
our exchanges. It’s called the Consumer Energy Act, and Senator Amy Klobuchar of
Minnesota is the, the woman that has been a co-sponsor of the bill. As you know, it just
passed through the Senate, and as it’s passed through the Senate you start to notice the
price of oil on the future’s market declining. And so, I think we’re making some
progress. But I just wanted to talk, what I think is the issue is that we’ve got oilmen in
the White House and the Administration.

For example, nine days after the Bush administration took office, Vice President Cheney
met and began to meet with the energy principals. Some of the people, they met over the
next year with 300 individuals in groups. The groups and representatives of industry
were James Rouse of Exxon Mobile, Kenneth Lay of Enron, British Petroleum, Chevron,
the National Miners Association, Interstate and Natural Gas Association, the American
Petroleum Institute, British Petroleum, and other industry professionals. At the time they
began meeting the price of oil was $24 a barrel. They produced a, a, a fact finding sheet
in 2001. We would, we would expect that you would meet with the energy professionals,
however, we wouldn’t expect that they would keep the findings of these meetings top
secret.

Thirty-nine thousand documents were produced over this period from 2000 to 2001, but
they were not made public. The Sierra Club sued and eventually President, Vice
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President Cheney took it to the Supreme Court to keep executive privilege of this
information being given. Right after the Supreme Court agreed to hear the case, Vice
President Cheney and Antonio Scalia went duck hunting in Louisiana. And I’m sure they
didn’t talk anything about the court case, but then subsequently the Supreme Court found
in favor of Vice President Cheney, and we do not have access to the documents that took
place.

However, in 2005, the Washington Post got more information. They got one page. The
page said that furthermore officials from Conoco Oil, Shell Oil, British Petroleum and
gave, and it gave detailed information about their policy recommendations. The price of
oil in 2005 was $40 a barrel. Then in 2006, the price of oil rose to $65 a barrel, and then
last week it was $147 a barrel.

Hearings in the Senate hearings said that the speculation market is like a big gambling
hall. It’s like a big super highway with no cops. They claim, not only claim, but
witnesses from hedge fund and wealth managers said that the increase in just paper
trading on the Mercantile Exchange is the equivalent of 900,000 barrels a day, just paper
transactions going back and forth. The same equivalent of what China is increasing their
consumption on a daily basis. And this is just paper trade.

So I really commend you on your resolution. I hope that you will send this letter directly
to the House and Senate, Amy Klobuchar, and commend her on her efforts to end
speculation in futures trading. Thank you very much.

CHAIR BAISA: Thank you, Mr. Holter. Questions for our testifier? Member Molina.
COUNCILMEMBER MOLINA: Thank you, Madam Chair, and good morning, Mr. Holter.
MR. HOLTER: Hi.

COUNCILMEMBER MOLINA: Thank you for tracking this for us as well. What was the name
of that bill that, I guess, is it Senator . . .

MR. HOLTER: 1It’s called, and I’ll give this to Dave. It’s called the Consumer Energy Act.
And it’s the crackdown on energy market speculation and high energy costs.

COUNCILMEMBER MOLINA: All right. Thank you. Thank you, Madam Chair.

CHAIR BAISA: Any other questions for our testifier? If not, Mr. Holter, thank you. Our next
testifier will by Sandy Baz, and Sandy is our last testifier who signed up to speak today.
If there are others, would you please come forward and identify yourself or sign-up so we
know you’re out there? Good morning, Mr. Baz.

MR. BAZ: Good morning, Madam Chair and Committee Members, and, and other Council
Members. We very much appreciate you taking the opportunity this morning to discuss
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gas...escalating gas prices and, and our dependence on oil. And, and despite some of the
comments I think that it’s very relevant that this Council review these, these topics. You
know, I, T wasn’t, didn’t, thought I wouldn’t have time to come here and testify this
morning, but this is such an important topic that I wanted to make sure that, that, so I
moved another meeting so I could be here.

But, you know, MEOQO, you all know we have a big transportation program. We spend
probably now about $45,000 a month on fuel. Our electricity bills have gone up
substantially in the last year or so. These things affect our ability to provide services to
the people. More importantly, they have a big effect on the clients that we serve. Their,
their, their daily gas usages and prices, their ability to choose do I fill up my car or do 1
buy food. Those are, those are kind of the things that, that they’re taking into
consideration now. Our ridership on our, our routes has increased. The ridership on the
public transportation routes, as you’ll hear from Don Medeiros later on, has increased.

We, we’ve been working with energy programs for a number of years. We have two
Federal programs called the Weatherization Assistance Program. We assist people with
solar water heating systems, timers, you know, energy reduction, the demand reduction
items. We also provide people with assistance to the low income home energy assistance
program. This provides credits to their utility bills based on their income levels and need.

Our own electricity usage, well, okay, so gas prices and dependence on oil. The gas
prices there’s not much you guys can do directly about gas prices. I've heard that, that
the reason why gas prices on Maui are so high are basically because demand is high. So
if we can reduce demand for fuel on Maui that may reduce prices, at least on the State
level. But also the electricity usage, you know, we’re building a new transportation
facility with your assistance and one of the things we’re going to be doing is putting
photovoltaic on our, our roofs so that we can reduce our electricity usage. On our
Molokai office we’re planning on retrofitting that with photovoltaic systems. We
actually have a bid from a vendor out of Honolulu that would come in with a private
power purchasing agreement and actually go then to reduce our electricity bill. We just
pay, it’s a lease system. I don’t know the exact details. It’s a lease system where we pay
a reduced electricity rate for that.

I’'m running out of time here very shortly, and actually have passed time, but very
importantly the Council can do things like changing County Code. Land use of course is
a big one. You guys can provide incentives for affordable housing or housing that is
reduced energy usages. You guys can provide incentives on land use changes for
creating agriculture that creates biodiesel, different things like that. You’re going to hear
a lot about that today. But, so keep those things in mind. Also, building code, being,
allowing for dual systems so that we can have the wastewater system recirculate and use
gray water for our, some of our, our usages. Those kinds of things are things that this
Council specifically can, can do to change.
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CHAIR BAISA: Thank you very much, Mr. Baz. Questions for our testifier? Member
Medeiros.

COUNCILMEMBER MEDEIROS: Mahalo, Madam Chair, and aloha, Mr. Baz. Thank you for
being here. MEO has a significant transportation division --

MR. BAZ: Yes.

COUNCILMEMBER MEDEIROS: --and I’m sure you’re feeling the effects of the gas prices.
In anticipation of the cost of oil and the subsequent gas price increases or fuel increases,
what has MEO done as far as initiatives as far as trying to implement any kind of
initiatives or programs where it would reduce your consumption of fuel?

MR. BAZ: Utilizing new, more efficient vehicles is one thing. So in our, our new vehicle
purchases where we’re, we’re, you know, getting rid of some of the ones that are 15 years
old or so, ten years old and getting more fuel efficient ultra low sulfur diesel vehicles are
a lot more fuel efficient. Those kind of things. We’ve also, are redoing our routes so
that, you know, their, you know, if we’re picking up people we’re try to pick them up in a
row instead of, you know, based on their time. So it takes more patience sometimes on
the part, part of the clients, but we’re trying to do those type of things to reduce usages.
Yeah, the type of vehicles is probably the best thing we can do.

Maybe I could say Oahu has put hybrid vehicles on their roads, hybrid, those huge big
busses. I asked them how much better gas mileage they’re getting, and they said about
one mile per gallon better for about a $200,000 investment. When you look at that it’s
not very significant except for when you ask them, well, how much do they get normally
in the gas mileage, and it’s about three and a half miles per gallon. So they’re getting
about a 20 percent increase utilizing their, the hybrid system. So we are looking at those
kind of things in our new vehicles. Probably next vehicle purchases next year will
include hybrid systems. Also, I, I would love to do some kind of either full electric
vehicles or hydrogen based vehicles as well. Right now hydrogen costs too much to
produce.

COUNCILMEMBER MEDEIROS: Well, it’s good to hear that, you know, you’re considering
some initiatives to make some changes. And, yeah, I guess in the hybrid vehicles it’s still
an evolving technology and hopefully it gets better and cost less to, to use. But thank you
for your testimony this morning. Mahalo, Madam Chair.

CHAIR BAISA: Member Victorino.

COUNCILMEMBER VICTORINO: Thank you. Thank you, Madam Chair and good morning,
Sandy. Thank you for being here. The question I had for you was, you know, when you
say you’re building, you’re retrofitting the Molokai and your new building that, the
transportation center that we are assisting you in building with photovoltaic. Did you do
a cost estimate, a cost analysis, so that, and knowing you, you normally would do that --
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MR. BAZ: Yeah.

COUNCILMEMBER VICTORINO: --and so that’s why I'm asking. How many years would,
because of the increase in cost of adding that, how many years across the board would
take to come to that break even, and then you’re saving from that point forward?

MR. BAZ: For the new facility it would, we did the cost analysis about nine months ago and at
the current rate of electricity at that point it was about a seven-year return on investment
where it was a complete value. The, currently with the, with electricity prices they are
now, and, and, you know, it’s not necessarily the electricity prices, but the fuel surcharge
on top of the electricity prices that it would probably be about four or five years.

COUNCILMEMBER VICTORINO: Thank you. And I think that’s very crucial in all of this is
that we need to look at the long-term point of view and when you do something that cost
you more upfront. . ..(change tape, start 1B). . . But the way escalating fuel charges are,
the rate of return is very, very quick. And so, I think you’ve taken a proactive step like a
lot of other companies and a lot of other non-profit groups. So thank you, Sandy, for
being here, and I knew you’d have that answer. Thank you.

CHAIR BAISA: Any further questions for our testifier? If not, Sandy, thank you very much for
coming this morning.

MR. BAZ: You’re welcome. Thank you.

CHAIR BAISA: Are there any other testifiers in the audience? Anybody who would like to
testify? Seeing none approaching the front here, Members, with no objections the Chair
would like to close public testimony.

COUNCIL MEMBERS: No objections.
CHAIR BAISA: Thank you very much. Public testimony is closed.

...END OF PUBLIC TESTIMONY. . .

CHAIR BAISA: 1 would like now to ask Councilmember Molina, as introducer of the
resolutions, whether or not he’d like to make a brief opening statement. Mr., Mr. Molina.

COUNCILMEMBER MOLINA: Yeah, good morning, Madam Chair. And, yes, I would most
definitely love to make a few comments, and I’ll keep it as brief as I can, because I know
we have a busy day. First of all, I want to thank you, and I echo your sentiments with
your disappointment with a recent editorial in our local newspaper claiming that the
discussion of gas would be a waste of this Council’s time. I don’t think so, Madam
Chair. Gasoline is on everybody’s mind. And even though we may not have the
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legislative authority to regulate the price of gasoline, nonetheless, we are the
representatives of the people. And you, like me, we have constituents from the
Upcountry area who have to come down to Central Maui, West Maui, South Maui to, to
go to their jobs. And, you know, our citizens are feeling the pinch up there.

So I think this is a very worthy discussion and forum, and I thank you for bringing this to
the attention of not only us, to get educated about this situation, but the whole general
public as well. The public has a right to know as to what’s going on with the price of gas.
And, and the impetus for these resolutions, Madam Chair, was I, I was watching the TV a
few weeks ago, watching CNN, you know, national news network mentioning Maui
County as having the highest gas prices in the nation. That’s not what I want Maui
County to be known for. And as we can see now the domino effect it’s having on
everything in our community, not only the closure of the two airlines, what’s happening
on Molokai.

I’ll give you one example. The Maui Food Bank has now cut back on pickup runs to
Lahaina and Kihei. They’ve cut 10 percent of their staff. They’ve reduced the use of
resources to help manage their operations. This is just one of several examples. And I’ve
heard on the, through the grapevine and on the street one of our major employers will be
making a major announcement with employee cutbacks. So it’s scary, and it’s all related
to the price of fuel. And another thing is we, you know, it’s had an unusual effect in that
it’s, yes, it’s increased our bus ridership which, in a way, is a good thing, but it’s really
hitting people hard in their pocketbooks. And very simply we need to have this
discussion. And one of the most frequently asked questions I get, and I’'m sure some of
the other Members get is how come Maui County’s gas prices is higher than some of our
neighbor islands. So I think Member Victorino brought it up a few weeks back when he
went to the Big Island, and he found a significant price difference there. And yet Maui
seems to be closer than Oahu which I would think is the central point where all the, you
know, petroleum is delivered from.

So I don’t think the intent here is to point fingers and criticize the local gas retailers. I
think it’s just to get educated here and to see what kind of relief our industry experts can
provide for us with their, they have the power, they have the influence, maybe much
more so than us. And you’ve assembled here a great panel of experts here, and I'm really
looking forward to the discussions. So, again, those are my reasons for bringing this to
the attention of the Council and to the public, and a lot of folks want some answers and
that’s all this is, you know, well those are my reasons for bringing these resolutions.
And, again, I thank you for, you know, making the time and effort to have this important
discussion, Madam Chair. Thank you.

CHAIR BAISA: Thank you, Member Molina. I concur 100 percent. I think this is a very, very
important topic. It’s right up there with the economy. It’s part of the reason why we
have the economic challenges that we have. You know, we’re here on Maui complaining
and hurting, but I want us to, you just think a minute for the folks on Molokai and Lanai.
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They are really seeing incredible costs not only in their gas, but in their utilities. And so,
this is a problem that’s affecting everyone.

So I'd like to also, before I move on in introducing the panel, thank our Legislative
Attorney Mr. Raatz. He did a tremendous amount of work in helping me get the panelists
ready and assembled here today. So I’d like to thank him. T’d like to introduce our first
panel this morning. We have very illustrious members here today, and I want to thank
them for taking time out of their busy schedules to come. We have a very distinguished
group of panelists. They will look at existing challenges in the realm of gas prices and
related transportation issues. How and why did we get here? Some of the panelists may
also touch upon possible paths for the future.

Our first panelist will be Lance Tanaka, the Government Relations Manager for Tesoro
Hawaii, who has joined us from Oahu. After Lance will be Steve Wetter, General
Manager of Maui Petroleum. Our next panelist will be Cynthia Foreman, and she is an
Economics Professor at Maui Community College. And rounding out our first panel will
be Matt McNeff, Renewable Energy Specialist from Maui Electric Company. And now
we will start with opening statements from the panels. And, Mr. Tanaka, could we start
with you please, and then we’ll just go down the row.

MR. TANAKA: Thank you. Can everyone hear me? Well, good morning, Madam Chair, and
Council Chair Hokama, and Members of the Committee. Tesoro Hawaii really
appreciates being invited to be in this forum, and we can truly appreciate efforts by this
body to seek solutions that will help consumers during this very trying time.

Now, I would like to say up front that it is, it is not my intent to represent the entire
Hawaii industry. 1 don’t have the expertise to do that. However, I feel that Tesoro can
provide information that will serve as context to this governing body that will further
enable you to make informed decisions as they come. Another disclosure would be that I
am not at liberty to disclose certain kinds of information that Tesoro views as
competitively sensitive and confidential simply because these data are currently furnished
to the State Public Utilities Commission under protective court order under the Petroleum
Industry Monitoring, Analysis, and Reporting Act. With that said, I’d like to just briefly
outline my, my talking points in my opening remarks.

First, I’d like to tell you a little bit about Tesoro Corporation and our Hawaii operations,
then leading into the factors that Tesoro Hawaii must grapple with in operating in this
particular State and in Maui County, leading with our views of government mandates and
legislative fixes to some of these issues, and closing with offering a few thoughts for your
consideration.

First of all, Tesoro Corporation is based in San Antonio, Texas, and we are a Fortune 150
company with approximately 500...5,500 employees. Now, as a leading independent
refiner and marketer of petroleum products, we operate seven refineries mostly in
western U.S. States. We have the oil capacity of approximately 660,000 barrels per day.
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Now, it’s important to note that Tesoro Hawaii is not an integrated oil company. We
primarily have downstream operations. So that means we do not drill for oil or natural
gas.

Now, operations in Hawaii including, include refining at our Kapolei facility. They
include terminal trucking and distribution, and retail gasoline stations on Oahu, Hawaii,
and Maui. Tesoro Hawaii is the larger of two refineries in Hawaii, and is the major
provider of transportation fuels and the sole provider of liquid asphalt in the State
currently. The Kapolei refinery has a run rate capacity of 94,000 barrels per day. Now,
it’s, the Kapolei refinery provides the following slate of products to Hawaii: 100 percent
of liquid asphalt; 95 percent of ship fuel, 60 percent of jet fuel for military and
commercial jets; 60 percent of diesel, and, by the way, we are the only producer of ultra-
low sulfur diesel in the State; 50 percent of fuel oils that power our generators for
generating electricity; and, finally, 50 percent of gasoline.

Now, crude oil is received via tanker ships at our single-point mooring which is anchored
about one mile off of the Ewa Plain on West Oahu. Now, finished products are
transferred directly to Kalaeloa Barbers Point Harbor from the refinery via pipelines for
loading onto barges that transport fuels to the neighbor islands. Pipelines also carry fuel
directly into Pearl Harbor, Hickam Air Force Base, and Honolulu Harbor. On Maui,
Tesoro Hawaii operates a fueling terminal at Kahului Harbor. Products are lifted via
trucks and transported to awaiting distributors and gasoline station operators. Tesoro
owns four retail gas stations on the island, roughly 11 percent of the island market.

Now, moving into crude oil costs and other cost factors. You know, as this panel is
addressing the factors that contribute to the high cost of gasoline in Maui County, I would
like to say that the dominant driver of gasoline prices is the cost of crude oil. The cost of
a barrel of oil right now is almost double what it was a year ago, and it has clearly
outpaced the cost of finished gasoline and other fuel products that people pay for at retail.
In 2002, according to data furnished by the Energy Information Administration, about
43 percent of a gallon of regular gasoline sold in the U.S., at retail, is consistent of crude
oil costs. In 2007, that percentage grew to 58 percent. Today, with a barrel of crude oil
trading at about $125 per barrel, crude oil costs make up about 70 percent of a gallon of
gasoline that’s sold at retail in the U.S.

Now, Tesoro does not drill for its own oil as I had mentioned. The company must
purchase crude oil out on the open market and must pay the going rate, then it must ship
the feed stock to Hawaii for processing, and then to keep the Kapolei refinery running
around the clock, 24/7, in order to meet Hawaii’s energy needs, Tesoro Hawaii must
source the equivalent of 94,000 barrels per day. In addition, Hawaii’s ethanol mandate
requires refiners to blend 10 percent ethanol in every gallon of gasoline it sells at retail.
Since there is still no in-state production, Tesoro Hawaii must purchase ethanol from the
mainland and ship it to Hawaii. By the time a gallon of ethanol is received in Hawaii it
costs nearly as much as a gallon of regular gasoline.
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Other cost factors that we must grapple with on Maui are, one, the high cost of living.
According to surveys conducted by the Office of Personnel Management, in the spring
and summer of 2004, Maui leads all counties in cost of living indices relative to
Washington, D.C., and lead in four major categories: that’s food, shelter and utilities,
transportation, and medical services. Second, high land and property values. The most
expensive land in the State is Kihei, Maui, according to the State of Hawaii data book of
2006. The least expensive Honolulu, Oahu. While prices have tapered off since 2006,
Maui still ranks high among counties in the cost of housing. Third, high taxes. The
liquid fuel tax that is assessed on every gallon of gasoline and diesel sold at retail is split
between the State and the counties of sale. Following Oahu’s percentage take on each
gallon of non-ethanol gasoline, gasohol, and clear diesel, Maui’s rate is the highest.
Fourthly, relatively small market. The high cost of entry into the Maui County market
could be discouraging other gasoline retailers; therefore, resulting in relatively little
competition among the established companies. Fifth, Maui’s tight labor market.
According to the First Hawaiian Bank Economic Forecast, Maui Edition 2000 and 2008,
“Although Maui job growth has showed signs of slowing, some of that is due to labor
shortage. Maui’s unemployment rate is at 2.1 percent versus 2.4 percent for all of
Hawaii.” And, finally, Maui’s lifeline, Kahului Harbor, is lagging in infrastructure
improvements. Now, according to Dr. Leroy Laney, a leading State economist at Hawaii
Pacific University, he wrote “There is clear consensus that the problems at Kahului
Harbor, which include the lack of space and room to expand, are worse than anywhere
else in the State.” Again, the source being the First Hawaiian Bank Economic Forecast,
Maui Edition 2000 and 2008.

I think it’s very important also to put aside misconceptions about profitability for Tesoro
Corporation. Let me just present to you some information from press releases that we
needed to issue recently. The high cost of crude oil and other factors have made it very
challenging for Tesoro Hawaii in recent months. During the company’s fourth quarter
2007 earnings press conference, our CEO Bruce Smith advised financial analysts the
following, our Kapolei, Hawaii refinery alone posted an $86 million pre-tax operating
loss for the quarter compared to a $19 million pre-tax operating profit for the same period
a year ago. In the following quarter, Tesoro Corporation reported that in comparison to
last year, lower gross refining margins and higher operating costs were partially offset by
higher refining throughput, yet, the company still registered an $82 million net loss for
the first quarter of 2008. But through all of this, Tesoro Hawaii remains committed to the
islands. Since 1998, Tesoro, since taking over operations from Broken Hill Proprietary
Petroleum, has invested more than $40 million in the refinery alone. The most recent
project that we completed was the $11 million electrical upgrade to the refinery for
enhanced reliability.

Moving very quickly to government mandates and legislative fixes, Hawaii’s experiment
with the wholesale gasoline pricing cap demonstrated the harm that can occur to
consumers as a result of unintended consequences of government legislating fixes to the
free market system. The price cap law is currently suspended and the Governor currently
has the authority to reinstate it, should it be deemed necessary. In addition, Hawaii’s
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ethanol mandate is not without its challenges. But during the legislative debate on
whether or not to implement the price cap law, the State hired consultants Stillwell
Associates, LLC, to analyze competitive data from Hawaii’s petroleum companies.

In September of 2003, the consultant concluded, “Hawaii refiners have primarily low
margin product slates. The products are sold to large customers with market leverage.
Hawaii refiners compensate with higher gasoline prices. But although they can be more
profitable than mainland refineries, they do not make excessive profits.” Stillwell also
cited Hawaii’s anti-encroachment or divorcement law and lease rent cap regulations as
being ineffective in protecting dealers. Furthermore, both divorcement and lease rent
caps were found to raise consumer gasoline prices. Now, following the enactment of
Hawaii’s transparency law, the Petroleum Industry Monitoring, Analysis, and Reporting
Program required the PUC to gather confidential pricing information and to report its
findings on its website. Part of the law stipulated the PUC needed to analyze all of the
data gathered under the PIMAR program. They hired ICF International, a consultant to
analyze the information, and in November of 2007, ICF concluded, “Regulations tend to
increase the cost of refining petroleum into products everywhere including Hawaii.
Some laws and regulations also adversely affect the profitability and profit potential of
Hawaii’s refineries if retail prices of products do not increase.” And ICF further
concluded the petroleum market in Hawaii is reasonably competitive, but clearly without
the number of participants and level of competition in mainland markets.

In closing, Madam Chair, as you move towards seeking policies to curb the high cost of
gasoline and Hawaii’s dependence on oil, we truly urge you to carefully weigh the
possible unintended consequences that may result from such actions. We would ask that
you avoid policies that would dampen competition. Instead, focus on things that perhaps
could lower the taxes in the County or maybe lower and breakdown barriers to entry.
You know, Hawaii needs every bit of fuel that it can harness and that includes petroleum
based products as well as bioenergy and other renewable forms such as wave, wind,
solar, geothermal. And Tesoro Hawaii, for one, would very much like to have a seat at
the table as you chart a course for Hawaii’s energy future. Thank you.

CHAIR BAISA: Thank you very much, Mr. Tanaka. Wonderful information. Our next panelist
to make opening remarks will be Steve Wetter from Maui Petroleum. Steve.

MR. WETTER: Thank you, Madam Chair and Council Members, for having us here today.
Maui Petroleum is a, is a small wholesale distributor here on Maui. We're an
independent. It sounds like Mr. Tanaka covered a lot of the industry information, so I’ll
try to keep mine short and to things that I see here locally.

As far as concerns that we have and struggles we have in marketing fuel here on the
island of Maui, first of all, I think that we all need to support a continuation of the State
sales tax relief on gasoline. It will be due, coming up due next summer, July 1¥. And
right now we’re no longer paying the 4 percent on our gasoline that we were. It’s, the
Legislature passed that for two years only. And if that was to reenact next year, we, we,
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we should altogether fight to continue that because that would be kind of a dramatic
change in our prices. We would be paying quite a bit more.

Another thing we need to look at is our Maui County, our Maui County fuel tax is
currently 16 cents a gallon. Over on the Big Island it’s 8.8. So that should be something
that we should at least look at to make sure we’re getting the value for it, what we’re
using it for. That will make a difference in pricing from island to island, county to
county.

One of the other things that we’re struggling with is credit card fees. Credit card fees, as
you all know, we’re paying as a percentage of the total sale including taxes at the retail
locations. So when you take 3 percent of a current price right now, which is about, I saw
4.63 when I came in this morning. You know, that amounts to 14, about 14 cents a
gallon. And because fuel costs have gotten so high most people, I'm sure in this room,
use a credit card to fill up because you don’t carry around that kind of cash. I know that I
don’t, so anyway. . ..(laughter). . . So that’s an area that’s been a struggle right now.
Congress is reviewing, regulating the credit card companies. I think that all, we all
should support that. That’s real important because in Europe they’ve done that. They’ve
regulated the, the credit card companies as far as their percentages on fuel. Of course,
you know, they make a lot more money as the price goes up on fuel and that’s all passed
on. And that, again, is on top of the taxes, that’s the percentage of the total sale. So
that’s really important to know. I think if we can, if Congress can make a difference
there, you’ll see a difference at the pump.

High cost of utilities is another thing that’s been driving our, our costs at retail, at the
retail level, and I think we all see that in our energy bills. You know, it’s about, over the
last 12 months I think we’re roughly at 40 percent higher on the commercial rate for
electricity. And that’s been a real issue. We’ve gotten to the point where we’ve put
some photovoltaic cells on top of service stations, and it’s helped, but it is, you know, the
amount of roof space you have there is limited. So it helps up to about 15 percent of our,
of our energy bills.

And, finally, I would, I would hope I can be a part of the solution here, but alternative
energy is really the way to go. We need to decrease our dependency on oil. I’m glad to
hear that the ridership on the bus is up so much. That’s, that’s a great thing, and I know
Don is expanding the routes which is great. But we really need to harness the wind, the
solar, and the wave power and get away from being dependent on oil in the State of
Hawaii. Thank you.

CHAIR BAISA: Thank you very much, Steve. Excellent array of ideas. Our next panelist will
be Cynthia Foreman from Maui Community College. Cynthia.

MS. FOREMAN: I, I brought some graphs. Is there someone who could pass these out?
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CHAIR BAISA: Oh, absolutely. Staff will be right with you. Thank you. You can tell we’ve
got a teacher. She brought all our materials for us to study. Thank you very much.

MS. FOREMAN: Well, what kind of economist would I be, be without graphs. Well, I'm very
happy to be here this morning. It is a rather dismal topic and that’s why I wore yellow. I
thought I could be bright even though I’m the dismal scientist. . . .(Jaughter). . . 1 would
like to start out by saying this is obviously not a Maui problem, and it’s affecting the
whole United States, and it’s affecting the whole world. 1It’s a, it’s a world issue — the
supply and demand of oil, the cost of food. These are things that are affecting everyone.

So I wanted to try to do a little comparison and present a little bit of data for us to think
about. So I started out by looking at five different cities from the, the information for the
consumer price index. So I looked at the inflation rate for Honolulu; Portland, Oregon,;
Denver, Colorado; Los Angeles, California; and Miami, Florida — just kind of a cross-
section of cities. And what you’ll see is, is ten years worth of inflation rates and the fact
that in the beginning of those ten years we were at the bottom. We actually enjoyed a
period of relatively low inflation. And it’s just been since 2002 that that’s turned around.
And since 2002, we kind of took a rapid increase in our price level. We had a little bit of
a dip in price level last year, but we can’t anticipate that same break this year. It’s, it’s
probably going to be just a little jag, and it’s going to go right back up again.

I think that it’s interesting that there are cities like Miami, Florida and Los Angeles,
California who have had higher inflation rates all along. So it, it really isn’t just us. If
you look at the graph that I have, the yellow line on my graph is Denver, Colorado, and
they’ve just had this wild ride. They had a relatively low inflation rate. It spiked way up
in 2001, dropped way down in ’04, and it came back up again. So each community, you
know, we suffer at different times and for different reasons, but I think right now we’re
all in the same boat together. We’re all going to see the changes in the price of food and
the price of oil. So that’s just kind of information to consider how we compare.

And the other thing I wanted to look at is some other items besides oil and gas prices.
It’s moving into food. And so, I pulled up some prices for a loaf of bread, a pound of
ground beef, a dozen eggs, and a pound of coffee. So these are other kinds of things, on a
weekly basis we buy these things. Maui families buy these things. And they’re all
increasing. Now, granted the price of a gallon of gas is increasing at the most rapid rate,
but all of the other things are coming along. And living here on this island of Maui, the
price of the eggs, where do our eggs come from? They’re mainland eggs. You know, so
the, the bread, I don’t even know if we’re baking our own bread on Maui anymore. It
might be coming over everyday on the plane from Oahu. So the food prices are
increasing and the transportation of that food is going to make it even more visible here
in Hawaii. So it’s overall. It’s everything.

If we look at, actually the CPI information just came out for June and the overall annual

rate of inflation for the United States was placed at 5 percent. That’s the highest inflation
rate we’ve had in quite a while. The two areas within the CPI that experienced the
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greatest increase were food, and beverage, and transportation. And then they also kind of
divide out the CPI at times and look at just energy costs. So energy costs alone over the
last 12 months that area or index went up by 24.7 percent. So the energy costs are really
getting us. The food increases by .3 percent. If you isolate energy and food aside as
rapidly rising, everything else increased at a rate of 2.4. So everything else is relatively
comp. We’ve had periods where medical costs was killing us, was very expensive, but
it’s not the case. So other things are falling. The energy and the food are going up.

Now, when energy and food are the two things that are going up, most of us in this room
remember the 1970s. 1It’s like we’re back. So the 1970s was a period where we had this
rapid increase in inflation, in transportation or energy and food prices. It was like this
double impact, and we called that a supply shock, because it was something that
happened to our economy, and we didn’t really control it. We don’t really control it. So
it’s really hard for us to fix. We like to fix things through something called fiscal policy
and, you know, President Bush is a big advocate of Keynesian fiscal policy. He’s going
to stimulate demand, he’s going to send us a check. The first thing he did when he got in
the White House is sent us a check, and then this year he sent us a check. But those quick
fixes are not really a solution.

Actually, this summer, you know, they talk about a gas holiday and the quick refund
check. They actually could make things worse because they give consumers a little bit of
extra money, and they kind of tell the consumer it’s okay. Go ahead and get in the family
car and take that road trip this summer which is the wrong message. So, or, or here we’ll
hand you $600, go shopping. So, and when we do that we hand everybody this extra
money and give them this sense that everything’s okay. Everybody runs out and spends
the money and that pushes prices up even higher. So we’re kind of, there are things that
we shouldn’t do.

Now, if you compare Honolulu’s inflation rate to that of the United States, we are
increasing at a rapid rate. We have gone through this five-year period where we were
very high and the U.S. rate was a little less than us. But now we’re sort of converging.
So if the current right now is 5 percent inflation rate for the United States of America
ours is right there too . . .(change tape, start 24). . . at 5 percent. So at this time we’re
pretty much on par. If the two areas that are causing the inflation are energy and food,
that’s a real problem for us because our big industry is tourism. Tourists need
transportation. They need transportation to get here. Once they’re here they want to run
all around the island, so they need transportation once they’re here. They want to get on
a boat and go look at dolphins, and whales, and things. So the whole tourist industry
requires transportation costs and when they’re in their hotel room they want the air
conditioning on. So there’s that energy cost, there’s the transportation cost, and food
costs. So tourism and these two areas of concern with inflation it’s really, it’s a, it’s a
bad situation.

A lot of times I look at the, we look at three indicators of the health of the economy. We
look at the unemployment rate, we look at the inflation rate, and we look at the rate of
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growth. Right now we’re in a situation where we have problems in all three areas. Our
unemployment rate is rising. Thank goodness in Hawaii it’s lower than the national
average. That’s good that we still have job opportunities for our people, but it could be
that it will turn around soon. We could begin to see job losses more than we have
already. But we have slow growth, we have high prices, we have rising unemployment,
and we called that in the 70’s, stagflation.

So it’s, it is a bad situation, and I don’t know how to really say that we, I can’t really say
that I have an idea to fix it. Obviously, I think we have to learn how to adapt, and I have
a few little ideas on how we can modify our behavior and how we can reach out to our
constituencies, our, our friends and neighbors and help them to adapt. Reduce, reuse,
recycle. It’s not just a cliché. A really clear example, you can go to the Salvation Army
Store or the Kihei Public Library and buy a paperback novel for 25 cents, and it may have
only been read once. A paperback novel in the store costs 6.99. A hard back at those two
places you could buy for 50 cents or a dollar. A hard back at Border’s, $25. There’s
really simple things we can do to adapt. We can ride the bus. I, I ride the bus from Kihei
to Kaahumanu. It’s great. You walk right across the street, you’re at the college. The
buses run every hour. You get to do a little shopping on your way through Kaahumanu.
The bus is great. The bus is a wonderful thing for Kihei teenagers that go to Maui High
and Baldwin. Those kids suddenly have a better avenue to get to and from school.
There’s going to be a lot less cars on the road from kids that are in after school activities
and sports. All they have to do is get to the mall, and they can get home to Kihei. Kihei
parents don’t have to drive to Central Maui. So the bus is great. Carpooling, riding a
bike, walking. We have wonderful weather.

Another issue with people that have children, the DOE provides a school bus. For an
entire year your child can ride both ways, to and from school, for an entire year for $88.
If you qualify for school lunch it’s free or reduced. You can’t drive your children, you
know, maybe you have one child in one school, one in another school. You can’t really
get in the car every day and drive to and from those schools for $88 for the entire school
year. A lot of children, if you’re close enough, the child could walk to school. There are
bike racks at the schools. You know, it, it seems like common sense, but if you’ve driven
by an elementary school on this island you know that hundreds of people are driving their
kids to school every day. So that’s, you know, simple logical things.

I do think that we need to promote and develop alternative energy. The time is now. The
time was when Jimmy Carter was in office and tried to do it then, but we lost track. We
had different people in office since Jimmy Carter. But the time is definitely now. We
have to do something about alternative energy, and we’re trying at Maui Community
College. We are trying, and we’re getting programs going. So that’s a good thing. And
the County Council has been very supportive of Maui Community College.

We also need to promote and develop food production, local food production. Recently,

I rode the bus to Lahaina just to hang out and walk around. There were mangoes
everywhere. . . .(laughter). . . If people have mango trees, and they can’t harvest their
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fruit, or they don’t want to, it would seem like we could bring in some kind of service
organization like a boy scout troop and get that fruit harvested. It’s just laying all over
the street in Lahaina. And there’s trees in Kihei. There’s probably trees other places. So
there’s simple things we could be doing to, to take strides to better adjust to this time of
high inflation. So that’s, that’s the dismal science for today.

CHAIR BAISA: Thank you very much, Ms. Foreman. You and I have to talk after this. Okay.
Our person rounding out our first panel will be Matt McNeff. Mr. McNeff is the
Renewable Energy Specialist with Maui Electric Company. Mr. McNeff.

MR. MCNEFF: Good morning, Madam Chair and Committee Members. Thank you for
providing Maui Electric with the opportunity to participate in this forum. Again, my
name is Matthew McNeff, and I’'m the Renewable Energy Engineer in MECO’s newly
formed Renewable Energy Services Department.

Just as background, MECO or Maui Electric, serves approximately 66,000 customers in
the County of Maui. The islands of Maui, Molokai and Lanai are serviced by three
independent power grids with each island having its own power generation and
transmission systems. Together MECO operates approximately 270 megawatts of firm
generation and 1,700 miles of transmission and distribution lines. The primary mission
of Maui Electric is to provide the people of Maui County with the reliable and cost
effective source of electric power. Recent developments in the global economy have
affected the main source of energy utilized in the islands, namely, fossil fuel. MECO
realizes that everyone has been feeling the pinch of the rising cost of fuel and that
developing Hawaii’s independence from foreign oil will help in mitigating the negative
effects of petroleum price instabilities.

As I had mentioned I am a member of the Renewable Energy Services Department. This
new department was formed to meet our strategy on renewable energy initiatives, which
is to promote a reliable, reliable electricity and to aggressively pursue opportunities to
generate energy using renewable sources that will sustain our environment on Maui,
Molokai, and Lanai.

Maui’s location has garnered much interest in the area of renewable energy, and we are
proud to be involved with several state and national organizations that are partnering in
the development of system studies of the MECO grid. The system studies will help in the
modeling of the impacts that renewable energy sources will have and on the reliability
and stability of the Maui system. Various members of the MECO staff have been
contributing members of the following partnerships: The Hawaii Clean Energy Initiative,
which seeks to transform Hawaii’s energy portfolio into a predominantly renewable
energy mix moving away from a reliance on fossil fuels; The Maui County Energy
Alliance, which arose out of the 2007 Maui County Energy Expo is working to develop
an energy action plan for implementation in the County. MECO is also working as a
member of a team funded by the U.S. Department of Energy which is investigating how
various distributed energy technologies can be integrated together to enable a smart grid.
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Our work involves the implementation of renewable sources of power to the grid. Maui
currently has several independent power producers or IPPs which are generating green
power. HC&S, of course, produces power through biomass and contributed
approximately 7 percent of the electrical, of Maui’s electrical energy needs in 2007.
Kaheawa Wind Partners gets energy from the wind and produced approximately
10 percent of Maui’s electrical energy needs in 2007. There is even a small hydroelectric
plant that is operated by Makila Hydro on the West Side.

Maui Electric Company recently took top ten honors in the nation in six categories in the
Solar Electric Power Association Top Ten Utility Solar Integration Rankings. Among
them we were ranked fourth in the nation for solar capacity on the customer side of the
meter, and seventh for the total solar capacity per customer.

As many of you know, Hawaii has a renewable portfolio standard or RPS that by law
must be met by the utilities. More specifically, we need to achieve a 10 percent
renewable portfolio standard percentage by 2010, 15 percent by 2015, and 20 percent by
2020. For 2007, MECO is proud to have achieved an RPS percentage of 24.7. Still,
more effort will be required from MECO to maintain its status as a national leader in the
renewable field. Going forward we are actively pursuing adding new renewable
generation to the system. To name a few examples, MECO has accepted a proposal for
additional wind power for, from Shell Wind Energy who plans to develop the Auwahi
wind project on Ulupalakua Ranch. MECO is planning to have the largest wave
generating facility in the State on our system with the potential addition of the Oceanlinx
project. Likewise, on the Island of Lanai we are currently negotiating a power purchase
agreement for a 1.5 megawatts photovoltaic facility.

Pursuing new renewable generation won’t be enough though. We’re also looking at
greening our current generation assets by potentially replacing the diesel we currently use
with biodiesel. Maui Electric is continuing to perform tests on our generating units using
biodiesel. Most recently in the news has been the Memorandum of Understanding
between MECO, Alexander and Baldwin, and HR BioPetroleum to develop a
commercial-scale micro algae facility on Maui to produce oil for the conversion of
biodiesel.

And on a smaller scale, Maui Electric has encouraged various parties who have invested
in renewable energy systems. The net energy metering program has allowed residential
and commercial customers to contribute to Maui’s renewable energy portfolio by
connecting their photovoltaic and wind systems to the MECO grid and being
compensated for their production at the retail rate. Of course, the best way to lessen our
dependence on foreign oil and mitigate the high cost of fuel is to use less in the first
place. Accordingly, MECO has several Demand Side Management programs in place
such as our commercial and industrial energy efficiency programs and our residential
solar hot water heating program.
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The commercial and industrial programs provide rebates to businesses who install
efficient lighting, air conditioning, motors, and other efficient electro technologies.
Under the residential solar hot water heating program MECO pays a rebate after the solar
hot water heating system passes our inspection. In 2007 alone, MECO paid rebates on
close to 1,500 systems. MECO soon will be rolling out a residential compact fluorescent
light program which would provide a rebate to customers purchasing CFLs or compact
fluorescent lights.

Going forward, MECO recognizes the challenge that are, challenges that are involved in
moving towards a larger renewable energy portfolio. The changes to our system will be
complex and potentially come at a high cost, but we are willing to move towards a
greener county for the betterment of our future. Thank you, again, for the opportunity to
be on this panel.

CHAIR BAISA: Thank you very much, Mr. McNeff. That’s a very ambitious array of options.
Well, Members, you’ve heard our panelists. We certainly received a lot of great
information and now the floor is open for questions for the panelists.

COUNCILMEMBER HOKAMA: Chair?

CHAIR BAISA: Yes.

COUNCILMEMBER HOKAMA: Just a question of procedure --
CHAIR BAISA: Yes.

COUNCILMEMBER HOKAMA: --to be fair to all, all the Members present. How do you wish
us to move forward? Each Member with one or two, and then we, we move on?

CHAIR BAISA: The Chair was hoping to see if all the hands went up and if they did, then I was
going to go down the row, and if there weren’t any, then I was going to let somebody go
ahead, because I figured, I wanted an indication. How many of you want to ask a
question? Let’s see the hands, then we know.

COUNCILMEMBER HOKAMA: I think everybody.
CHAIR BAISA: Okay. Well, then we’re going to, we know what we’re going to do then. I'm
going to start with you, Mr. Victorino. Mr. Victorino always says we leave him down

there at the end because he’s V. So because of that pink shirt I’'m going to let you go first
today.

COUNCIL MEMBERS: . . .(laughter). . .

COUNCILMEMBER VICTORINO: Well, Madam Chair, you know, I thank you very much,
but I really, I've always thought, stood on protocol, and I'll let you decide. 1 always,
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